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Third and Fourth Quarters, 1983: Budget Worries, 
Another Record Grain Harvest. ‘ 


Summary. - 


China's industry ‘showed signs of slowing in the fourth. 
quarter, after three quarters of accelerating growth. Low 
product quality was still a.major problem, and the inability to 
cut manufacturing and.operating costs.was partly to blame for a 
larger than expected budget deficit. Grain production set a new 
record, contributing to another good year for agriculture. [In 
foreign trade, import.growth again-.reached double-digits; 
exports, too, made a good, but less spectacular recovery-| | 25X14 


Industry | | em 


Industrial growth continued to accelerate in Jul-Sept,. 
reaching 12.7. percent before, easing to 10.5 percent in the fourth 
quarter (see table).- This was“the pattern: in both heavy and 
light industries. : le ; : 























25X11 
‘In heavy industry, where output’ -had grown at ‘a double-digit 
clip all.year, the rate of increase rose to 13.6 percent inthe 
third quarter and then slipped -back to 10.0 percent in the final 
three months--the slowest quarterly growth since the final . 
quarter of 1982. <A fall-off in energy production contributed, 
directly and indirectly, to this fourth-quarter decline... Energy 
25X1 
This némorandam was prepared “b | 25X1 
with contributions by [of ‘the - 5X4 
China Division, Office of ‘East ;Asian Analysis. Comments and _ 
questions are welcome and may be ‘directed to the Chief, Domestic 
Policy Branch es, 2 : oe | BF oy ok -  95x4 
. on | 25x1 
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output growth, which shot oe to “ne : eeucaek. in the third quarter, 
fell sharply to 2.6 percent For the. year, energy 
growth reached 5.0 percent. — 2X4 


‘Machinery and equipment 1 naueenisee were. “the strongest 
performers in the second half. Data for Jan-Nov show four major 
product lines with growth rates higher than: heavy industry as a- 
whole: power generating equipment (73.8 percent), mining 
equipment (48.5 percent), motor vehicles (23.7 percent), metal 
cutting machine tools (18.1 percent). Building materials 
industries continued their. rapid expansion. Cement output grew 
by 12.6 percent in Jan-Nov and. plate glass production by 15.1 
percent. After midyear,- when output was growing by 6.3 percent, 
chemical fertilizer, p d ues pocnns 7.5 Deneene 
overall for .dan- Nov. 25X1 





The ‘improvement in | Tight: industry was sstrikings. from 8.1 
percent in the second quarter,. the growth rate rose: to 11.7 
“percent in Jul-Sépt before dropping to 10.8 percent in the final 
three months. . Despite tailing: off, Tight industry, accounted for 
90 percent of the overali gain in industrial production in the 
_fourth quarter (fourth quarter.1983 compared with ne quarter 
1983, unadjusted). ise 25X1 








Consumer durables output posted” iarge gains,’ ranging fei 

9.5 percent (in Jan-Nov) for watches to 46.6 percent for washing, 
machines and 97.8 percent for refrigerators. . Only sewing 
‘machines {down 14.4. percent) recorded less than strong growth. 

Although picking up in the third quarter, textile and fibers . 
industries on the whale did relatively poorly: in 1983. Synthetic 
fibers output grew by only 6.2 percent (Jan- Nov)i cloth , 

production dropped by 1. 6 percent. | i ; : 25X11 








In its yearend Bideee release, the State Statistical ‘Bureau 
pointed out that "economic results were still not 
satisfactory. " But the Bureau said that quality and variety had |: 
improved, and cited a survey of 75 products in which the quality 
of 64 showed some improvement or, remained unchanged from 1982. 
This was better than in Jdan-May, when the quality of 14 of the 75 
commodities declined. Quality problems were especially serious 
among mechanical and electrical products. Labor productivity 
(gross output of state industrial enterprises divided-by the - 
number of workers and staff members ) reportedly grew by 7.7 | 
percent .in 1983. The press release noted that energy and 
industrial materials were still in short supply and that 
transportation remained. a bottleneck, [ | 25X1 








Beijing' § obvious dissatisfaction with, economic: eesutes can 
be explained in large part. by the. linkage between high costs and 
the shortfall in state budget revenues. For.1983 as a whole’ © 
production costs fell by 0.2 percent, an improvemént over Jan-dun 
When costs actually rose by 1 percent. Budgetary projections, 
however,: were based’on a cost reduction of 1 to 2 percent; thus 
we believe Beijing was left with a ander deficit considerably 


; a — : ‘ , 
_ tip ae , : 
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larger than planned. During the final quarter of 1983, the 25X1 
government put great pressure on enterprise managers to improve 

their profit positions, but there is no clear evidence_that those 
efforts have had much of an impact on state revenues. 





Agriculture | 


Preliminary data on agricultural performance indicate 
another good year despite.serious flooding and less than ideal 
crop conditions in some areas. Beijing's preliminary estimate 
for grain output is: 370 million tons, 4.7 percent above 1982's 
excellent harvest. Increases have aiso been announced for: 
cotton (12 percent), sugar (2.6 percent), meat (0.2 percent), 
milk (17.1 percent), eggs.(16.1 percent),.and aquatic products 
(2.8 percent). Edibiée oil: production may have declined. Because 
state purchasing centers had difficulty purchasing and storing 
the greatly expanded supplies of edible oil that peasants offered 
for sale in 1981-82, the government has been trying to control 
production. [— ae Neen eee ae, 
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Foreign Trade’ “ 


After.a two-year decline, :China's imports of capital : 
equipment and industrial supplies began to pick up speed in mid- - 
1983. While Beijing fell far short of the 40 percent increase 
planned for 1983, by yearend imports were running well ahead of 
1982 levels. Total imports probably exceeded $18 billion for the 
year, an increase ‘of about 11 percent. Purchases of. agricultural 
commodities fell for the’first time in several years, due both to 
bumper crops at home and trade disputes with the United States. 
Chinese exports, on the other hand, continued to encounter ~ 
problems in the developed West where recession and growing 
protectionism hampered growth. Most of the estimated 2.1 percent 
increase, to $24 billion, came in the second half as a result of 
increased sales ta the USSR, Eastern Europe, and the Middle - 
East. Beijing's foreign exchange reserves continued to increase, 
probably surpassing $15- billion, up almost $4 billion from the 
end of 1982. | | Sg, CO FO he 
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China's purchases from the US ‘amounted to $2.2 billion in 
1983, compared with. $2.9 billion in 1982. Exports to the US 
totaled $2.2 billion, down’ only slightly from 1982. 





Elsewhere in the Economy gw 2 : * 25xX1 


Retail Sales: The growth rate for consumer purchases. fell} 
in both September and October, the most recent months for which 
data are available. Still,;.the increase was 10.2 percent for 
Jan-Oct and.probably held at around 10 percent for the year as a 

“wholé. Sales“of durables, especially TVs, continued to make 
large gains. [ i are. 
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Investment: Beijing's attempts to curb.investment spending 
and to direct money and materials to key projects may be . 
beginning to take hold. . Capital construction: grew by 11.3 — 
percent in Jan-Oct, significantly . below its 17.0 percent rate 
for Jan-Jun. Also, practically all of: this increase was financed 
by.funds from the central budget--state investment was up .18.3 
percent. Self-financed investment by localities and enterprises 
showed only a 0.7 percent-.increase during Jan-Oct.- This is Jin 
marked contrast to previous years when rapidly growing local 
investment siphoned building materials away. from ‘higher priority 
state projects. Assuming the normal yearend flurry of spending 
on capital construction and a rate.of growth of 20 percent or so 
in spending on plant and equipment upgrading,.total investment - 
may have -risen by 15 to 20 pércent in 1983. All of the reported 
11.3 percent increase in capital: construction came in — 
"productive" facilities (versus “nonproductive" housing, . - 
hospitals, schools). Housing investment was 10 percent below: 
last year's, and the completion.rate for housing under ; 
construction was down 14 percent. Data for Jan-Noyv show that 
major spending increases came in energy (35 percent): and a BS 
transportation: (45 percent), areas in which the state plan called 
for major increases. meu oe 
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Transport: Rail transport, which ran above-plan in Jan-Jun 
when it was 3.8.percent over: 1982, picked up in the third and 
fourth ‘quarters. Growth in Jan-Sept was 4.1 percent and rose 
further in October. to 5.2 percent. For Jan-Oct the rate was 4.2 
percent. Shipping, which had shown signs of weakness, continued 
to falter. in. the third quarter. Growth fell from,2.2 percent “in 


Jan-Jun to 1.1 percent for Jan-Sept, before reboundin in’ October es 

and boosting.the rate for Jan-Oct to 1.9 percent. (ey 

Out look _— ; 7 i : ; 25X1 
We may see a slowdown in industrial growth during the next: 

few months. In early October, spokesmen for the State Economic. 

Commission (SEC) warned. that unless managers cut back on 

production, inventories of. ‘fuel, raw materials, and semifinished 

goods: would soon reach dangerously. low levels. Since expansion 

continued essentially unchecked tn Oct-Dec, it is likely that- 

inventorfes: are now below normal and that managers are finding it 

‘increasingly difficult to, sustain current’ production rates,| +d 


‘There are other reasons -to expect a.slower pace of growth. 
Beijing appears to be losing jts patience with. managers who 
continue to neglect product quality and ,costs. - The announcement 
by the head of the SEC that quality and variety goals are to be 
included in the annual economic plan suggests. that Beijing is now 
ready to take firm measures to deal with these persistent 
problems. Implementation of new standards may. cause some 

vreduction -in growth while quality control and cost reduction 
measures are sorted out. Finally, to the extent that efforts to 

-control investment have begun to take hold, the ‘rate of. ; 

industrial growth: will decline. With “a slowdown in industry, of. 


‘25X1 


& * * 4 t . . 
+ CONF TOE AL— 


Approved For Release 2009/02/18 : CIA-RDP04T00367R000201210001-7 : 


Approved For Release 2009/02/18 : CIA-RDP04T00367R000201210001-7 _ 2x1 


course, gains .in wages,. in retail sales and in employment would 
tend to be smaller; and inflationary pressures would ease. 


%e "At this stage, prospects for other sectors look good. In 
agriculture, the winter wheat crop has done well, and we 
anticipate. a good, perhaps even record, harvest. In foreign 
trade, we expect exports to remain’on a slow upward trend during. 
the next several months; imports--led by industrial raw materials 
and capital goods--are likely to continue. to exhibit the rapid. 
gains that we-saw in tate— a th once again broke into 
the double-digit range. 
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